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Decision-making is a complex process of selecting the best available option from several options.
This study examines the psychological and social factors which are affecting investment decisions.
Some studies from Western and Middle Eastern countries prove that psychology does have a re-
lationship and influence on investors” decision-making in their stock market. Based on these, the
researchers tried to review the research and add social factors as additional variables. Questionnaires
were randomly distributed to 105 investors who are students, private employees, entrepreneurs, civil
servants and others from the age range of less than 25 years to more than 55 years who have been
involved in the market which shows that psychological factors and social factors as a whole have
influence on investment decision making in Indonesia Stock Exchange’s retail investors..

Peran Faktor Psikologi dan Sosial terhadap Keputusan Investasi Investor
Ritel di Bursa Efek Indonesia

Abstrak

Pengambilan keputusan merupakan proses yang rumit untuk memilih opsi terbaik yang terse-
dia dari sejumlah opsi. Penelitian ini bagaimana faktor psikologis dan pengaruh sosial keputu-
san investasi. Sejumlah penelitian yang berasal dari sejumlah negara Barat dan Timur Tengah
menunjukkan bahwa psikologis memang memiliki hubungan dan pengaruh terhadap pengam-
bilan keputusan investor di pasar saham mereka. Berdasarkan hal tersebut, peneliti mencoba
mengkaji ulang penelitian tersebut dan menambahkan faktor sosial sebagai variabel tambahan.
Kuesioner didistribusikan secara acak kepada 105 investor yang berprofesi sebagai Mahasiswa,
Karyawan Swasta, Wiraswasta, Pegawai Negeri Sipil dan yang lain-lain dari rentang umur
kurang dari 25 tahun hingga lebih dari 5SS tahun yang terlibat di pasar yang mana menun-
jukkan bahwa faktor psikologis dan faktor sosial secara keseluruhan berpengaruh terhadap
pengambilan keputusan investasi para investor ritel di Bursa Efek Indonesia.
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INTRODUCTION

Capital market investors in Indonesia
have always increased in recent years. Indo-
nesian Central Securities Depository (KSEI)
stated, that as of the end of January 2022, the
number of Indonesians who invest in the stock
market has risen to 7.86 million investors with a
5% increase compared to the end of December
2021. Capital market investors in Indonesia are
dominated by Generation Z and Millennial Ge-
neration which is aged 30 years and under with
the proportion reaching 59.81% of the total
(KSEI). Generation Z who are still young tends
to be biased when investing because they tend
to have less experience than investors who are
older than them. This percentage is lower than
the generation who older than them, namely
millennials (26 — 41 years old) at 61%, GenX
(42 - 57 years old) at 54%, and Boomers (58
— 76 years old) at 52%. Thus, investors must
understand their investment decisions and the
factors that influence those decisions.

Humans behave irrationally when ma-
king their investment decisions (Moueed et al,,
2015). A pattern that is standard and rational is
very important to be a really important inves-
tor in the stock market and is also an important
prerequisite to be financially successful and for
this one must overcome tendencies like heuris-
tics that lead to a successful investor (Parveen et
al,, 2020). But very rarely or almost no investors
follow the standard pattern to make decisions
and behave rationally with decisions that are al-
ways in their favor with regard to profit and only
profit (profit-oriented).

Information can influence investors’
judgments, according to behavioral finance,
but this information changes emotions, which
leads to cognitive bias. When investors ana-
lyze information concurrently, Rafay & Fa-
rid (2018) discovered evidence of an order
effect in the form of a primacy effect. Even if
the information is thought to be fair, objecti-
ve, and valuable for decision-making, investors
remain prone to primacy effects, according to
the authors. They claimed, in particular, that
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the order in which information was presented
purposefully altered investors’ decisions by
taking advantage of human cognition limits.
Behavioral finance aims to explain why indivi-
dual investors and markets behave in unusual
ways. The concept of financial behavior was
fully created in the 1920s when Selden (2012)
presented his observations on the psychology
of the stock market, where mental attitudes
have a huge influence on equities. The modern
financial theory proposes financial behavior
that controls market behavior. This indicates
that individual investment decisions can be
influenced by a behavioral perspective by lin-
king the concept of financial relationships with
psychology and sociology (Sattar et al., 2020).
Several scholarly articles in finance have docu-
mented investors’ irrational behavior (Shiller,
2000; Duran & Caginalp, 2007; Mittal, 2019).
Kahneman & Tversky (2013) wrote a Beha-
vioral biases paper titled “Prospect theory: An
analysis of decision under risk”. As the concept
of prospect theory was established, this study
became a well-known paper on the subject of
behavioral finance. When the likely outcome
of an investment decision is known, this theory
describes how investors make decisions based
on probabilistic options involving risk. Thaler
(1980) made a significant contribution by exp-
laining the prospect theory using an alternative
descriptive theory. Rather than thinking inves-
tors to be cold and unreasonable, he contends
that they are influenced by behavioral biases,
which lead to less-than-optimal decisions. Se-
veral researchers have questioned the theory
and assumptions of traditional and modern
finance from time to time. However, different
issues and criticisms have been raised about
behavioral finance theories.

In this study, personality variables such
as mood, fear, and anger were taken into ac-
count to identify investor behavior. There are
several reasons that cause investors to distort
their neutral mode of investing. This reason is
supported by research conducted by Moueed et
al. (2020). The research shows that the psycho-
logical and social factors of investors affect their
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process of making investment decisions. This
study will describe how social and psychologi-
cal factors influence investment decisions and
the way investors behave under the influence of
these biases. Then, the influence of emotional,
social, and personality factors are combined to
test investor behavior. Finally, there is a compa-
rison of psychological and social factors, namely
which circumstances have a smaller influence on
investment decisions and which have a greater
influence. Researchers conducted this research
because there are many issues in Indonesia whe-
re people invest by following recommendations
from friends or even from strangers on social
media. So that many of them are dependent so
that individual investors are not independent in
determining their investment decisions. There-
fore, this research involves psychological factors
as well as social factors to complete the previo-
us research. These factors include fear, mood,
anger, social interaction, herding, and stress as
well as to examine which of the two factors has
more influence on investors’ investment decisi-
ons on the Indonesia Stock Exchange.

Hypothesis Development

The traditional financial theory aims to
explain why financial markets run efficiently,
whereas behavioral financial theory tries to ex-
plain why inefficiencies and abnormalities in
financial markets exist. As a result, behavioral
finance theory explains how and why markets
are inefficient in some ways (Asad et al, 2018).
According to Shiller (2003), all assets in the
capital market have inherent volatility induced
by human irrational behavior. Tuyon & Ahmad
(2016) believe that rationality’s adoption in
the Malaysian stock market decides prices and
keeps the market stable, resulting in the adopted
and restrained market’s efficiency. Then, Toma
(2015) looked into the psychological aspects
of investing in the Romanian stock market.
Overconfidence, following other people’s con-
duct, and other investment bias characteristics
are common in these markets. The return and
profitability in the market are heavily influen-
ced by the investor’s age and trading frequen-
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cy. Oprean (2014) investigates the significance
of behavioral elements in influencing inves-
tors’ financial decisions in Brazil and Romania,
concluding that irrational decisions influence
trading. Furthermore, in Romania, Slovenia,
Hungary, Slovakia, and the Czech Republic,
Trifan (2020) investigates the influence of nu-
merous behavioral biases and stock returns. The
test revealed that emotion and judgment have a
substantial impact on the stock market. Inves-
tor demographic parameters such as education,
age, occupation, and income significantly im-
pact each investor’s investment preferences.

Investment decision-making is a compli-
cated method that requires an examination of
numerous aspects, including social considera-
tions and overconfidence. Psychological beha-
vioral finance theory aims to comprehend how
the fallaciousness of cognitive and emotions
affect individual investor behavior. The majo-
rity of behavioral finance research stems from
cognitive psychology, which studies how inves-
tors think and create logical decisions. Chandra
(2008) conducted one such study, attempting
to see how psychological as well as another be-
havioral biases influence investor decision-ma-
king in India. Individual investment decisions
are influenced by different behavioral charac-
teristics such as greed, fear, heuristics, and so
on, according to the study. As a result, behavio-
ral concerns are a big issue that retail investors
should not overlook and should include as a risk
element in any investment strategy to mitigate
potential losses.

Mood

One component of the psychological
factor, namely mood or emotion, is closely
related to the investors’ investment decision-
making process in the capital market. A good
mood with abad mood certainly has a different
influence on the retail investors’ investment
decisions in the stock market. Should the in-
vestors are in a good emotional state, they tend
to be able to invest their money appropriate-
ly and well. Investors who are initially not in-
fluenced by other parties related to their in-
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vestments can be affected when their emotions
are bad (Lestari & Wahyu, 2014). Investors
who are in a bad mood prefer information that
tends to support their actions or opinions and
will ignore unpleasant information. Another
tendency is that investors who are emotional
will ignore transactions that have uncalcula-
ted risks and tend to prefer local stocks over
foreign stocks. Emotional investors also need
a long time to realize the losses that occur due
to market growth in an adverse direction. They
have a tendency to be silent and only pay atten-
tion to the losses that occur until they actually
lose. It is reciprocal with the results of research
by Duxbury (2015) which indicates that mood
has a negative influence on decisions of invest-
ment. However, these results are in contrast to
research Riaz & Haroon (2015) which found
that emotional bias positively impacts invest-
ment decision-making. That being stated, the
hypothesis of this study are as follows:

H1: Mood has a positive influence on invest-

ment decisions.

Anger

Anger is a type of anxiety experienced by
someone who intentionally and willingly en-
gages in harmful behavior. According to some
experts, furious investors’ consciousness begins
to provide them with more hints regarding the
scenario, as well as having a better grasp on the
problem compared to normal investors (Ells-
worth & Scherer, 2003). As a result, rage aids
in the development of a strategy for achieving
favorable outcomes. Lerner & Keltner (2001)
discovered a link between rage and financial
decisions. Anger, according to Small & Lerner
(2008), increases memory and analytical abili-
ty. Anger is used by investors to quickly assess
risks, options, and events. Mitchell & Ambrose
(2012) created a research tool to look at various
connections and emotional states between rage
and a variety of other factors. Aggression has
bad implications, according to their research,
yet anger prompts investors to assess the prob-
lem right away. Anger tends to have a favorable
impact on investing and financial decision-ma-
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king, as well as the entire financial performan-
ce (Gambetti & Giusberti, 2012; Szasz et al.,
2016). As a result, the researcher hypothesizes
that “rage” is positively associated with investor
decision-making based on relevant literature
and theory. This study postulated the following
based on the above:

H2: Anger has a positive influence on invest-

ment decisions.

Fear

Fear is a physical and emotional reac-
tion to risk that has been shaped by previous
experiences (Aren & Akgunes, 2018). Fearful
people make negative predictions about the fu-
ture (Lerner & Keltner, 2001). Frightened in-
vestors, logically, became more informed and
concerned regarding the situation, and shun
riskier and international stocks in order to pre-
vent uncertainty (Tiedens & Linton, 2001).
Furthermore, fearful of losing, they seek out
as much information as possible regarding in-
vestments, that supports them enhance their
decision-making and leads to better outcomes.
Although fear is a bad feeling, it frequently has
positive repercussions. The direction of fear’s
influence on financial decision-making, howe-
ver, is unclear. Fear, according to Katkin et al.
(2001), can make people aware of threats, in-
fluencing investors to spare time and create in-
formed judgments pertaining to the underlied
investing decisions. Fear can lead investors to
seek out opportunities that are less profitab-
le. Investors who are fearful are thought to
be more pessimistic and conservative when it
comes to taking risks. When making financial
decisions that are hazardous, they feel more
uncomfortable. As a result, they might choo-
se to exit the market or create fewer hazardous
choices (Lee & Andrade, 2011). Fear of losing
is a negative emotion that causes investors to
overthink or avoid a scenario. Fear can be be-
neficial to investors since it helps them avoid
losses by delaying decisions (Cao et al., 2009).
Diversification is used to reduce risk and loss
when there are accessible investment options
and fearful investors on investing in foreign
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companies (Kligyte et al., 2013; Nunez et al,,
2015). Another key good effect of fear is that
it can lead investors to diversify their invest-
ments. As a result, the researcher believes that
“fear” influences investors’ decisions positive-
ly. This study postulated the following based
on the above:

H3: Fear has a positive influence on investment

decisions.

This study also aims to analyze the effect
of individual investors’ social factors. Social fac-
tors are made by external forces interfere with
one’s decision-making. Social interactions with
relatives and friends, as well as the media, and
the internet, are becoming important means of
disseminating and giving out ideas and infor-
mation. Individual investors that are influenced
by and discussing with their friends, neighbors,
family members, neighbors and friends, as far as
their concerning investment decisions (Nofsin-
ger, 2005). Thus, social issues are a problem that
retail investors should not ignore and should be
indicated as a risk factor to reduce potential los-
ses that may occur and make investment decisi-
on strategies more effective.

Social interaction

The concept of financial sociology desc-
ribes investors’ financial behavior in terms
of the social environment (Prechter, 2016).
Social mood swings from pessimism to opti-
mism, and vice versa, are common. The stock
market index, as an indicator of the most ver-
satile movement of the performance of a finan-
cial market, can be used to gauge the society
(Sosiometer). Financial markets are known as
subjective, illogical, and influenced by herd be-
havior due to their substantial reliance on the
social environment.

Traditional financial theories likewise
the efficient market hypothesis, the anticipa-
ted utility theory, the principle of rationality,
and the Fama-French model are all supported
by socionomy (Sharma, 2019; Heise, 2020).
Individual moods reflect the social atmosphe-
re, which is defined as in concert with a shared
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state of mind (Nofsinger, 2005; Ziembinski,
2015). In making decisions, emotions play
a crucial influence. This is especially true for
risky judgments because the danger is a sen-
sation as well (Loewenstein et al., 2001). So-
cial media, like Twitter and Facebook trends,
also has an impact on the stock market index
(Bollen et al., 2011; Ruan et al,, 2018; Rao &
Srivastava, 2014). Because of the advance-
ment of information technology, information
can now be shared widely and rapidly. The in-
teraction of human and knowledge transmis-
sion via social media have an impact on trust
and shared cognitive processes. As a result,
investors’ moods and social contacts influen-
ce their risk-taking and investment decisions
(Loewenstein et al., 2001; Lucey & Dowling,
2005). This study postulated the following
based on the above:

H4: Social Interaction has a positive influence

on investment decisions.

Herd Behavior

Herding behavior is a process in which
market participants emulate one another and
make decisions based on past decision-ma-
kers’ actions (Hwang & Salmon, 2004). When
investors are pressed for time, they are more
prone to follow the advice of others rather
than evaluate the facts they are given. Diffe-
rent categories of investors may have different
causes for herding behavior in this situation.
Individual investors, for example, might invol-
ve in herding behavior, and adhere to other
investors and a number of investors prior to
making financial decisions. Then institutional
investors talk about their previous experien-
ces or investing judgments. To maintain their
compensation and reputation, they someti-
mes copy the judgments of other institutional
investors (Kumar & Goyal, 2015). Based on
a behavioral viewpoint, herding can result in
a variety of emotional biases, including the
effect of copying other people’s choices of
trading assets, asset allocation, selling or bu-
ying decisions, the effect of following other
people’s investment views, the effect of follo-
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wing news instead of beliefs, and the impact of

following information obtained from oneself.

This study postulated the following based on

the above:

HS: Herd Behavior has a positive influence on
investment decisions.

Stress
Generally, it seems that investors under
temptation will select equities that they

decisions. This study postulated the following

based on the above:

H6: Stress has a positive influence on invest-
ment decisions.

METHOD

The data used is by randomly distributing
questionnaires to retail investors involved in In-
donesian market trading activities. The respon-

Mood

Anger

Psychological Factors

Fear

Investment Decisions

Social Interaction

Social Factors
Herding

Stress

Figure 1. Empirical Research Method

Would not normally select. This indica-
tes that people cannot use their cognitive skills
to their full potential under stress, resulting in
undesirable outcomes (Davidson et al., 2000).
Workplace stress, investment disruptions, and
even domestic issues can all cause stress. Ne-
gative experiences are commonly related to
stress. Under duress, investors become excee-
dingly concerned or sad. This is what happens
when individuals are stressed and make poor
decisions. Decision-making under duress de-
monstrates that ambiguity in decision-making
is common under stressful conditions (Useem
etal., 2005).

Furthermore, research conducted by
Moueed & Hunjra (2020) explains that psycho-
logical factors such as anger, stress, positive
mood, and fear affect stock market investment
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dents consisted of the age category of fewer than
25 years to the age category of more than S5 years.
The professions of the respondents in this ques-
tionnaire are divided into five namely entrepre-
neurs, private employees, civil servants (PNS),
students, and others (BUMN, RT, Freelancers).
These professions are determined after the
respondents return the questionnaire that has
been given by the researcher. The sample size
used in this study was 105 respondents consis-
ting of various categories that have been descri-
bed previously. Babin et al. (1998) prompt that
there should be at least 100 respondents to be
studied with quantitative research according to
the method of data analysis. In this study, samp-
les were taken from investors involved in the
Indonesia Stock Exchange. The research sample
was collected through a technique of cluster ran-
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dom sampling, in order for the selected sample
to truly represent the population of the respon-
dent group involved in trading in the Indonesian
stock market. The object studied in this study is
very broad in scope because it includes investors
in the Indonesian stock exchange at random, so
this technique is suitable to be used because itis a
sampling technique used to determine the samp-
le if the object under study is very broad.

For this research, all information and data
were supported by empirical sources through a
questionnaire. The questionnaire consists of one
dependent variable and sixindependent variables.
The independent variable includes psychologi-
cal factors, namely mood, anger, fear, and social
factors, namely social interaction, herding, and
stress. Then, the dependent variable is an invest-
ment decision. This questionnaire is self-comp-
letion in which respondents independently fill
out the questionnaire to answer questions. This
is because there is a tendency for the relevant in-

Table 1. Indicator Statement

formants to show social desire when being inter-
viewed. There will be no variation in interviewers
because all questions will be asked in the same
fashion. In addition, the questionnaire also makes
respondents more comfortable in answering rela-
ted research questions. Likert scale was applied to
the questionnaire. The Likert method rating scale
allows respondents to be asked whether they st-
rongly agree or disagree with the question. This
study uses a S-point Likert scale to obtain infor-
mation related to social and psychological factors
that affect individual investors. S points on a scale
of 1 to S, namely strongly disagree (1), disagree
(2), neutral (3), agree (4), and strongly agree (5).
This study examines the proposed research model
using a total of 35 indicator statements which are
divided into five mood items, six anger items, five
fear items, four social interaction items, three her-
ding items, seven stress items for the independent
variable, and five investment decision items as the
dependent variable, as shown in Table 1 below:

Indicator Item  Statement
Mood M1 I believe that I Cannot get over my anxiety.
M2 My ability to observe is increased when I'm satisfied.

M3 When I'm excited, I manage many things.
M4 I typically give up when I'm frustrated.

MS I'm depressed, therefore I can’t move past things quickly.
Anger Al I lose my temper easily but quickly get over it.
A2 I let my frustration and annoyance come through.
A3 I occasionally feel like I could blow up.
A4 I have a peaceful demeanor.
AS When I'm angry, I make investing decisions using my predictive abilities.
A6 My pals sometimes believe I'm a hothead.
Fear F1 I believe my understanding of stock investing is adequate.
F2 Knowledge and expertise, rather than luck, are the essential prerequisites for
success in the stock market.
F3 The idea of investing in the stock market makes many feels anxious.
F4 I think the stocks are hazardous.
ES Investments in the stock market might cause uncomfortable exhilaration.
Social SI1 A dispute with me is easily won by someone.

Interaction  SI2

I believe that I am not as content as other people appear to be.

SI3 I believe those that don’t believe in others perform better.
SI4 I believe my problems outweigh those of others.
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Herding H1

If there were numerous “buy” orders placed on the equities at the start of the
trading session, I would like to purchase them.

H2  Iwould increase the total of my stock market holdings if, over the past month,
the total trading activity on the stock market was higher than typical.
H3  IfIsaw alarge number of people leaving the stock, I would like to sell it.
Stress S1  Ifrequently become quite agitated when I anticipate an unpleasant event.
S2  I'm concerned about making errors.
S3  Itake criticism and reprimands very personally.
S4  Usually, when I want something, I will do anything to obtain it.
SS  Ifrequently take quick decisions.
S6  Evenwhenhorrible things are about to happen to me, I rarely feel scared or anxious.
S7  When I believe or know that someone is angry with me, I start to feel pretty
anxious or upset.
Investment ID1 My stock investment has a very high level of safety.
Decisions ID2  Compared to the market as a whole, my investment is more risk-averse.
ID3  Compared to other investments, mine provides me more dividends.
ID4 Inrecent years, the portfolio growth of my investment has increased.
IDS Iregularly assess the performance of my portfolio.

Souce: Moueed et al., 2015

This research was carried out using the
SPSS 26 application. Multiple regression ana-
lysis is a technique for determining which va-
riables provide the most and least impact on
investment decisions. The regression equation
utilized in this research is as follows:

ID =0 + 1 Mood + 32 Anger + 33 Fear + 34 So-
cial Interaction + S Herding + 36 Stress + &

Where; ID = Investment Decision;

0 = Constant Value;

1, B2, B3, P4, BS, 6 = Regression Coefficients;

¢ = Error term.

Table 2. Descriptive Statistics

Category Description Frequency Percentage
Gender Male 66 62.8%
Female 39 37.2%
Age <25yr 80 76.15%
25-35yr 17 16.15%
36 -45yr 4.75%
46 - 55 yr 2 1.95%
>55 yr 1 1%
Profession College student 76 76.32%
Private employees 17 16.1%
Entrepreneur 4.72%
Government employees 4 3.8%
Others 3 2.82%
Investing experience in the capital market  <I th 42 40%
1-3th 54 51.4%
4-5th 4 3.8%
>5th 5 4.8%

Source: Processed primary data
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RESULT AND DISCUSSION

According to the findings of research ques-
tionnaires issued to investors, about 62.8% of res-
pondents surveyed are male, while the remaining
37.2% are female. 76.15% of respondents were in
the age group <28 years ago followed by the age
group 25-35 years with a percentage of 16.15%,
then the 36-45-year age group was 4.75%, the
46-55-year age group was 1,95% and the rest are
the age group > 5§ years with a percentage of 1%.
In terms of the profession or the main occupation
of the respondents, the profession as a student is
the most dominating profession with a percenta-
ge of 72.32%, followed by the profession of pri-

vate employees at 16.1%. Then there are 4.72%
of respondents who work as entrepreneurs and
3.8% as Government employees (PNS). Further-
more, there are professions of respondents from
other professional categories with a percentage
0f 2.82%, the professions included in that catego-
ry are Freelancers, RT, and also BUMN. Almost
half of the respondents surveyed with a percenta-
ge of 51.4% have experience investing in the capi-
tal market with a span of 1-3 years. Then followed
by respondents who have investment experience
< 1 year with a percentage of 40%. Respondents
with experience investing in the capital market >
S years were 4.8% and those with experience with
a time span of 4-5 years were 3.8%.

Table 3. Descriptive Statistics and Frequency Distribution Related to Psychological Factors

No. of Respondents (N = 105)

Indicator Item Statement SD D N A SA Mean Mean
Overall
Mood M1 I believe that I Cannot get over my 2 18 47 27 11 326 3.68
anxiety.
M2 My ability to observe is increased 0 9 23 47 26 3.86
when I'm satisfied.
M3 When I'm excited, I manage many 0 8 18 47 32 398
things.
M4  Itypically give up when I'm frustrated. 0 13 31 41 20 3.65
MS I'm depressed, therefore I can’t move 0 10 35 39 21  3.68
past things quickly.
Anger Al I'lose my temper easily but quickly S 26 36 28 10 311 3.07
get over it.
A2 I'let my frustration and 11 35 42 15 2 2.64
annoyance come through.
A3 I occasionally feel like I could blow up. 3 27 51 19 S 2.96
A4 I'have a peaceful demeanor. 2 23 45 23 12 3.19
AS When I'm angry, I make investing 1 26 41 24 13 321
decisions using my predictive abilities.
A6 My pals sometimes believe I'm a hothead. 4 25 28 33 15 329
Fear F1 I believe my understanding of stock 24 28 37 14 34 3.7
investing is adequate.
F2 Knowledge and expertise, rather than 1 4 30 35 35 39
luck, are the essential prerequisites for
success in the stock market.
F3 The idea of investing in the stock 2 12 33 38 20 3.6
market makes many feels anxious.
F4 I think the stocks are hazardous. 0 11 21 51 22 38
FS Investments in the stock market 0 11 27 29 38 39

might cause uncomfortable exhilaration.
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Table 3 describes the indicators that are
the determining factors in the questionnaire
related to psychology. For the indicator of the
first psychological factor, namely “mood”, the
average of the S statement items submitted to
the respondents is 3.68, which means that the
average respondent is neutral and tends to agree
with these items. Then, for the second indicator,
“Anger”, the average of the 6 statement items
submitted to the respondents is 3.07. This me-
ans that the average respondent answers the sta-

tement for this variable with responses that tend
to be neutral. The third indicator of psycholo-
gical factors is “fear”, the average is 3.7 out of 5
statement items with a total of 10S respondents
who responded. This explains that the average
respondent responds to the statement with an
attitude that tends to agree.

Table 4 explains the indicators that are
used as references in the questionnaire related
to social factors. For the indicator of the first
social factor, namely “Social Interaction”, the

Table 4. Descriptive Statistics and Frequency Distribution Related to Social Factors

Indicator Item Statement

No. of Respondents (N = 105)

Mean
Overall

SD D N A S.A Mean

Social SI1 A dispute with me is easily won
Interaction by someone.
SI2 I believe that I am not as content as

other people appear to be.

SI3 I believe those that don’t believe in

others perform better.

SI4 I believe my problems outweigh

those of others.
Herding H1

0 0 16 40 49 43 4.4
0 4 1S 38 48 42

0 2 12 37 54 44

If there were numerous “buy” orders 13 20 33 17 22 3.14 3.34

placed on the equities at the start of
the trading session, I would like to pur-

chase them.

H2 I would increase the total of my stock 9 8§ 35 35 18 343
market holdings if, over the past
month, the total trading activity on the
stock market was higher than typical.

H3 If I saw a large number of people leaving 7 16 28 30 24 346

the stock, I would like to sell it.

Stress S1

I frequently become quite agitated

11 46 38 10 O 245 2.66

when I anticipate an unpleasant event.
S2 I'm concerned about making errors. 11 40 27 24 3 2.7
S3 I take criticism and reprimands very 8 45 39 13 0 2.54

personally.

S4 Usually, when I want something, I

will do anything to obtain it.

SS I frequently take quick decisions.

6 43 32 19 S 2.75

1 45 35§ 19 S 2.83

S6 Even when horrible things are about 6 38 39 20 2 2.75

to happen to me, I rarely feel scared

or anxious.

S7 When I believe or know that someone 4 S0 36 14 1 2.6
is angry with me, I start to feel pretty

anxious or upset.
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average of the 4 statement items submitted to
the respondents is 4.4, which means that the
average respondent gives responses that tend to
agree with the statements of these items. Then,
for the second indicator, “Herding”, the average
of the 3 statement items submitted to the res-
pondents was 3.34. This means that the avera-
ge respondent answers the statement for this
variable with responses that tend to be neutral.
The third indicator of the influence of social
factors is “Stress”, the average is 2.66 of the 7
statement items with a total of 105 respondents

who responded. This explains that the average
respondent responds to these statements with
an attitude that tends to disagree.

Table S explains the indicators as a refe-
rence in the questionnaire related to the depen-
dent variable, namely investment decision. For
the indicator of this dependent variable, namely
“Investment Decision”, the average of the S sta-
tement items given to the respondents is 3.36
which means that the average respondent gives
responses that tend to be neutral to the state-
ments of these items.

Table 5. Descriptive Statistics and Frequency Distribution Related to Investment Decision

No. of Respondents (N=105)

Indicator  Item Statement Mean Mean
SD D N A SA
Overall
Investment ID1 My stock investment has a very high 4 14 36 39 12 3.39
Decisions level of safety.
ID2  Compared to the market as a whole, 5 16 38 38 8 3.27
my investment is more risk-averse.
ID3  Compared to other investments, mine 4 27 53 16 5 2091 3.36
provides me more dividends.
ID4  In recent years, the portfolio growth 3 8 31 50 13 3.59
of my investment has increased.
ID5 Iregularly assess the performance of 1 14 30 37 23 3.64
my portfolio.
Table 6. Results Hypothesis Test
Standardized
Hypothesis Unstan]c;ardized Csci (eii'i;c::rts Coeflicients T-value Sig. F-Value Sig. R Sqtll{are
Beta
(Constant) -2.600 736 .000
X1 Mood .039 .095 .037 0414 .680
X2 Anger 197 .098 197 2.003 .048
X3 Fear 284 .081 252 3.508 .001
X4 Social 192 080 140 2392 019 247955 969 938
Interaction
XS5 Herd- -.067 .025 -.070 -2.653 .009
ing
X6 Stress 381 .068 .365 5.623  .000

Dependent Variable: Y Investment Decision

Source: Processed primary data
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According to the table above, a regression
equation can be formed as below.

ID =-2.600 + 0.039 Mood + 0.197
Anger + 0.284 Fear + 0.192 Social Interaction
+ -0.067 Herding + 0.381 Stress + ¢

From the regression equation that has
been compiled, if the independent variables
such as mood, anger, fear, social interaction,
herding, and stress are the same as zero, then
the value of the Investment Decision constant
is -2,600. Furthermore, from a psychological
point of view, the mood factor positively af-
fects investment decisions with a positive es-
timated coeflicient of 0.039. In other words,
should the other variables were constantly
held, a one-unit increase in mood would direct
to a 0.039 increase in the impact on retail in-
vestors’ investment decisions and vice versa.
On the other side, every one unit increase in
the anger variable may cause an increase of
0.197 related to the influence on investment
decision-making of retail investors. Then, each
increase of one unit of fear (fear) will cause an
increase of 0.284 related to the influence of re-
tail investors’ investment decisions.

In terms of social factors, the variable
regarding social interaction has a positive ef-
fect on investment decisions with an estimated
coefficient of 0.192. Also known, if the other
variables constantly remained, the addition
of one unit in social interaction will cause an
increase of 0.192 in terms of influence in in-
vestment decision-making of retail investors
and vice versa. then, every one unit increase in
herding behavior will cause a decrease of 0.067
in terms of influence on retail investors’ invest-
ment decisions. On another side, every one
unit increase in stress may cause an increase
of 0.381 related to the influence of retail inves-
tors’ investment decisions. Thus, these results
indicate that psychological factors, namely
mood, anger, fear, and also social factors such
as social interaction and stress have a positive
effect on investment decisions, while herd be-
havior, has a detrimental impact on individual
investors’ investing decisions.
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Effect of mood on investment decisions

According to the t-value table above, the
value of significance for the mood variable is
0.680, while the t-count is 0.414. The data shows
that in this variable, t count <t table which has
a value of 1.984, and the significance value of
this variable is more than 0.05. As a result of the
findings, the hypothesis is rejected, and it can be
shown that, at a significance level of 0.05, mood
has a negative impact on retail investor decisi-
on-making. This shows that the mood of most
investors does not affect them when making in-
vestment decisions. This outcome is in line with
the findings of another study (Duxbury, 2015),
which found that mood has a detrimental im-
pact on investment decisions.

Effect of anger on investment decisions
According to the t-value table above, the
value of significance for the anger variable is
0.048, while the t-count is 2.003. The data shows
that in this variable, t count > t table which has
avalue of 1.984 and the significance value of this
variable is less than 0.05. As a result of this re-
search, the hypothesis is accepted, and at a sig-
nificance level of 0.0S, it comes with a conclu-
sion that anger has a significant positive effect
on retail investor decision-making. This shows
that when most investors are angry, it affects
them when making investment decisions. This
result is consistent with the findings of (Lerner
& Keltner, 2001), which shows that anger or
rage has a favorable impact on investment de-
cisions. This hypothesis is rejected because the
majority of respondents in this study can cont-
rol their mood well so that the mood does not
affect them in making investment decisions.

Effect of fear on investment decisions
According to the t-value table above, the
value of significance for the fear variable is 0.001,
while the t-count is 3.508. The data shows that
in this variable, t count > t table which has a
value of 1.984 and the significance value of this
variable is less than 0.05. As a finding results, the
hypothesis is accepted, and at a significance le-
vel of 0.05, it can be inferred, fear has a positive
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impact on retail investor decision-making. This
shows that most retail investors are influenced
by their fear when they want to make a decisi-
on when investing. This research is in line with
(Lee & Andrade, 2011) research, which found
that anxiety has a favorable impact on invest-
ment decisions. It is explained in this study that
while making financial decisions that are hazar-
dous, investors feel more uncomfortable. As a
result, they may opt to exit the market or take a
less hazardous option.

Effect of social interaction on investment
decisions

According to the t-value table above, the
significance value for the variable from social fac-
tors, namely social interaction is 0.019, while the
t-count is 2.392. The data shows that in this va-
riable, t count > t table which has a value of 1.984
and the value of significance of this variable is less
than 0.0S. As a result of this analysis, the hypothe-
sis is accepted, and at a significance level of 0.05,
it can be inferred that social interaction has a fa-
vorable effect on retail investor decision-making.
This demonstrates that the environment has an
impact on most investors’ investing decisions.
This finding is consistent with other studies’ fin-
dings (Loewenstein et al., 2001; Lucey & Dow-
ling, 2005), which show that social interaction
has a favorable impact on investing decisions.

Effect of herd behavior on investment decisions

According to the t-value table above, the
value of significance for the variable from so-
cial factors, namely herd behavior (herding)
is 0.009, while the t-count is -2.653. The data
shows that in this variable, t count < t table
which has a value of 1.984, and the value of sig-
nificance of this variable is less than 0.05. The
results obtained indicate that the results of t
count < t table but the significance is less than
0.0S. Therefore, the researcher uses the absolute
value of t-count by ignoring the negative sym-
bol which applies to the one-tailed test (One-
Tailed) so that the results obtained are t count
> t table and the significance value is less than
0.0S5. As a result of the data, the hypothesis is
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accepted, and at a significance level of 0.0, it
can be inferred, herding behavior has a positive
impact on retail investor decision-making. This
demonstrates that most retail investors follow
the investing decisions of other investors or in-
vest based on current market movements in the
Indonesian stock market. This finding is in line
with Wamae (2013), who found that herding
behavior had a considerable favorable impact
on investment decisions. Herding conduct has
a favorable impact on investor decision-making
in Sri Lanka, as stated by (Kengatharan, 2014).

Effect of stress on investment decisions

According to the t-value table above, the
value of significance for the variable from social
factors, namely a sense of stress is 0.000, while
the t-count value is 5,623. The data shows that in
this variable, the value of t count > t table which
has a value of 1.984, and the value of significance
of this variable is less than 0.0S. As a result of this
study, the hypothesis is accepted, and at a signifi-
cance level of 0.05, it can be inferred, stress has a
significant positive effect on retail investor deci-
sion-making. This demonstrates that most retail
investors are affected when making investment
decisions when they are anxious. This outcome is
consistent with the findings of the study (Mou-
eed & Hunjra, 2020), which show that stress has
a positive influence on investing decisions.

The Effect of psychological and social factors
simultaneously on investment decisions
According to the table above, the value of
significance obtained is 0.000, which is less than
0.05 and the F count value is 247,995 which
is greater than the F table value, which is 2.19.
Thus, the data shows that the independent va-
riables consist of psychological factors, namely
mood, anger, fear, and social factors, namely so-
cial interaction, herd behavior, and stress, has a
positive impact towards the dependent variable,
namely investment decisions or in other words
the hypotheses are accepted. Therefore, it can
be concluded that this shows that psychological
and social factors simultaneously or thorough-
ly influence retail investors on the Indonesian
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stock exchange in their investment decisions.
Research Results Discussion

Based on the results of research on the
influence of psychological and social factors
on investment decisions of retail investors on
the Indonesian stock exchange, the responses
of the respondents to the questionnaire given
by the researchers generally showed positive
results. In terms of the influence of psycholo-
gical factors on investment decisions, Anger
and Fear variables have a positive influence on
investment decisions, which means that retail
investors in Indonesia are affected by these two
kinds of emotions when making investment de-
cisions. However, based on available data, in-
vestors are not influenced by their mood when
they want to make investment decisions. Then,
in terms of social factors, investors tend to be
influenced by all the indicators in this factor in
making investment decisions, namely Social
Interaction, Stress, and Herding. Thus, overall
psychological factors as well as social factors
as a whole influence the investment decisions
of retail investors in Indonesia which shows
that Indonesian investors have an attitude that
is easily influenced from their psychological
perspective and easily influenced by their social
environment.

The computed coeflicient of correlati-
on (R = 0.969) indicates that the dependent
variable and the independent variable have a
moderately good linear correlation. The sample
correlation square coeflicient between the fin-
dings and the anticipated value yields the coeffi-
cient of multiple determinants (R Square). This
explains the percentage of the dependent va-
riable explained by all the certain independent
variables or the extent to which changes in the
dependent variable can be explained by changes
in the independent variable. Because Adjusted
R Square is customized to the sum of degrees of
freedom, the value is less than R Square. In this
model, many determinants (R Square) coef-
ficients were found to be 0.938. This suggests
that the independent factors, mood, anger, fear,
social contact, herding, and stress, may explain
93.8% of the dependent variable in this study,
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namely investment decisions. In other words,
the six independent variables influenced 93.8%
of retail investors’ investment decisions on the
Indonesia Stock Exchange, while the remaining
6.2% were influenced by variables not studied.
The R Square values in this study are greater
than those in previous comparable works in this
field; for example, the R Square values in (Lim,
2012), (Wamae, 2013), and (Qadri & Shabbir,
2014) are 0.657, 0.665, and 0.755, respectively.
As a result, the R Square results are acceptable
and within the scope of this study.

CONCLUSION AND RECOMMENDATION

This study shows that the psychological
factors of anger and fear have a positive effect
on investor decision-making. This finding is
consistent with the research Lerner & Keltner
(2001) and Lee & Andrade (2011) which in
both studies found a positive impact of anger
and fear on investors’ investment decisions.
However, there is one independent variable in
psychological factors that has no effect, namely
the variable related to mood (mood) which is
consistent with the findings of Duxbury (2015)
so this shows that the mood of most investors
does not affect them when making decisions
in investing. In addition, this study also found
that social factors consisting of social interacti-
on variables, herding behavior, and stress have
a signiﬁcant or positive impact on investors’
investment decisions. Thus, after being tested
simultaneously or thoroughly through the F
test, this study showed the results that the in-
dependent variable consisting of social factors
(herd behavior, social interaction, stress) and
psychological factors (fear, mood, anger) had a
positive effect on the dependent variable is the
investment decision of retail investors in the In-
donesia Stock Exchange.

However, as with other research, this re-
search is vulnerable to several fundamental chal-
lenges. One of the challenges is that this study
has problems only entering a size of the sample
of 105 respondents even though this sample size
meets the requirements of the statistical method.
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In addition, the data taken for this study is sub-
jective and depends to some extent on the inde-
pendent variables studied, namely mood, anger,
fear, social interaction, herd behavior, and stress.
Therefore, the data collected may not show the
actual thoughts or feelings experienced by the
individual responding. This study is expected to
help investors to realize the effect of social and
psychological factors on their investment deci-
sions in the stock market so that they can make
more rational decisions which will influence in-
creasing the efficiency of the market. For future
research, the researcher recommends a larger
sample size of investors and expanded to provi-
de more accurate results which can describe all
phenomena of the investor decision-making in
retail in the Indonesian stock market and to con-
firm the findings of this study.
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